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OATH OR AFFIRMATION

1, William Kane , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
ValuBond Securities, Inc. , as

of December 31 ,20 05 are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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Notary Public

President
Title

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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** oy conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Certified Public Accountants and Business Advisors

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholder
of ValuBond Securities, Inc.

We have audited the accompanying statement of financial condition of VALUBOND SECURITIES, INC.
(a wholly owned subsidiary of ValuBond, Inc.) as of December 31, 2005, and the related statements of
operations, changes in stockholders' equity, and cash flows for the year then ended that you are filing
pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are the
responsibility of the Company’'s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of VALUBOND SECURITIES, INC. as of December 31, 2005, and the resuits of its
operations and its cash flows for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in pages 10 through 16 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

t&/&%%ﬂ;ﬂf !%/m AP

Atlanta, Georgia

February 22, 2006

Habif, Arogeti & Wynne, LLP
Glenridge Highlands Two e 5565 Glenridge Connector & Suite 200 ¢ Atlanta, Georgia 30342
404.892.9651 & Fax404.876.3913 & www.hawcpa.com
An Independent Member of Baker Tilly International & Certified Public Accountants




VALUBOND SECURITIES, INC.
(A Wholly Owned Subsidiary of ValuBond Inc.)
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005

ASSETS
~ Current assets

Cash and cash equivalents $ 386,139
Commissions receivable 187,061
Subscriptions receivable, net of allowance

for doubtful accounts of $3,855 , 37,152
Deposit with clearing organization 52.875

Total current assets 663,227

$___ 663,227
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued expenses $ 38,762
Due to parent 76,723

Deferred revenue 156,510

Total current liabilities : 271,995

Stockholders' equity
Common stock, no par value, $.01 stated vaiue; authorized
10,000,000 shares, issued and outstanding 2,100,000 shares 21,000
Additional paid-in capital 1,039,756
Accumulated deficit (669,524)

391,232

$ 663,227

See auditors’ report and accompanying notes
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VALUBOND SECURITIES, INC.

(A Wholly Owned Subsidiary of ValuBond Inc.)
STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2005

See auditors' report and accompanying notes

-3-

Revenue:
Subscription revenue $ 2,879,308
Trading fees and commissions 1,689,494
Set up fees ‘ 41,200
Total revenue 4 610,002
Costs and expenses:
Sales and marketing expenses 1,438,705
Clearing and settlement costs 265,393
General and administrative expenses 38,946
Royalty fees for software 2,849,332
Total operating expenses 4,592 376
Income from operations 17,626
Interest income 5,808
Income taxes 0
Net income $ 23,434




VALUBOND SECURITIES, INC.
(A Wholly Owned Subsidiary of ValuBond Inc.)
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2005

Additional
Shares Common Paid-in Accumulated
Issued Stock Capital Deficit Total
Balances, beginning of year 2,000,000 $ 20,000 $ 940,756 (692,958) $ 267,798
Issuance of common stock 100,000 1,000 99,000 0 100,000
Net Income 0 0 0 23,434 23,434
Balances, end of year 2,100,000 $__ 21000 §$_1.039.756 $ (669,524) $___391,232

See auditors' report and accompanying notes
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VALUBOND SECURITIES, INC.

(A Wholly Owned Subsidiary of ValuBond inc.)
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2005

Increase (Decrease) In Cash and Cash Equivalents

Cash flows from operating activities
Net Income $ 23.434
Adjustments to reconcile net income to
net cash used by operating activities

Allowance for doubtful accounts (7,315)
Changes in assets and liabilities:
Increase in commissions receivable (18,018)
Decrease in subscriptions receivable ' (6,909)
Decrease in accounts payable and expenses (120,217)
Increase in due to parent 76,037
Decrease in deferred revenue (13.124)
(89.546)
Net cash used by operating activities (66,112)

Cash flows from financing activities

Issuance of common stock : 100.000
Net increase in cash and cash equivalents 33,888
Cash and cash equivalents, beginning of year 405,126
Cash and cash equivalents, end of year $ 439,014

See auditors' report and accompanying notes
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VALUBOND SECURITIES, INC.
(A Wholly Owned Subsidiary of ValuBond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

Note A
General Information and Summary of Significant Accounting Policies

Business:

ValuBond Securities, Inc. (ValuBond or the Company) is a wholly owned subsidiary of ValuBond, Inc,
(the Parent). The Company is registered as a disciosed broker-dealer under the Securities Exchange
Act of 1934. Its services include distribution of new issues of fixed income securities, providing a neutral
secondary marketplace and providing educational tools and information.

Basis of Financial Statement Presentation:

The financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America. The preparation of financial statements in conformity with
generally accepted accounting principles requires the Company's management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities as of the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from these estimates. .

Revenue Recognition:

Subscription revenue represents the fees earned on a contractual basis for subscription access to the
ValuBond Web site. The Company recognizes subscription revenue ratably over the subscription period.

Trading revenue and commission fees represent the fees charged on a per-transaction basis for trades
made through the ValuBond Web site combined with the fees charged on a contractual basis for the
distribution of new issues of fixed income securities. Trading revenue and commission fees are
recognized on a trade-date basis.

Cash and Cash Equivalents:

Cash and cash equivalents include cash in banks, interest-bearing deposits with banks, and money
market funds. The Company has on deposit at financial institutions funds in excess of the FDIC's
$100,000 limitation that are insured by an Excess SIPC Surety Bond.

iIncome Taxes:

The Company's operating results are included in the consolidated income tax returns of the Parent. The
Parent allocates income taxes to the Company as if the Company were filing a separate income tax
return with no graduated rates.

The Company accounts for income taxes using the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases and operating
loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that includes the enactment date.

-6-




VALUBOND SECURITIES, INC.
(A Wholly Owned Subsidiary of ValuBond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

Note B
Requlatory Requirements

The Company, as a registered broker-dealer in securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net
capital and requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. At December 31, 2005, the Company had net capital, as defined, of $315,869, which
was $215,869 in excess of its required net capital of $100,000. The Company's ratio of aggregate
indebtedness to net capital at December 31, 2005, was 0.86 10 1.

Note C
Income Taxes

Income tax expense attributable to income before income taxes differed from the amounts computed by
applying the U.S. Federal income tax rate of 34% to income before income taxes as follows:

2005
Computed expected tax benefit $ 7,000
State income tax benefit, net of federal income tax effect 1,000
Change in valuation allowance (8.000)
Income taxes $ 0

The tax effects of temporary differences that give rise to significant portions of the deferred income tax
assets and liabilities as of December 31, 2005, are presented below:

2005

Deferred income tax assets - net operating loss $ 255,000
Less valuation allowance (255,000)
Net deferred tax assets $ 0

From its own operations, the Company has available a net operating loss carryforward of approximately
$670,000 expiring on or around 2020.

In assessing the realizability of deferred tax assets, management considers whether it is more likely than
not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of
deferred tax assets is dependent upon the generation of future taxable income during the periods in
which those temporary differences become deductible. Management considers the scheduled reversal of
deferred tax liabilities, available income tax carrybacks, projected future taxable income and tax planning
strategies in making this assessment. Based upon the level of historical taxable income and projections
for future taxable income over the periods in which the temporary differences resuiting in the deferred
tax assets are expected to be deductible, management believes it is likely that the Company will not
realize the benefits of these amounts in the near future.




VALUBOND SECURITIES, INC.
(A Wholly Owned Subsidiary of ValuBond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

Note D
Transactions with Parent

Operating expenses recognized on transactions with the Parent during 2005 include $1,021,481 for
salaries and benefits and $417,224 for corporate overhead allocations. Transactions with the Parent
also include royalty fees of $2,849,332, as defined in the royalty agreement, charged by the Parent for
use of its technology in operating activities.

In addition, there was $76,723 due to the Parent at December 31, 2005.

Note E
Exemption from Rule 15¢3-3

The Company is exempt from rule 15¢3-3 of the Securities and Exchange Commission and, accordingly,
is not required to maintain a reserve account for the exclusive benefit of customers.

Note F
Clearing Agreement

The Company has entered into a clearing agreement with First Clearing Corporation whereby the
Company directs certain agency trades to them, and they, in turn clear the trades. In addition, they act
as the control location to hold and maintain funds or securities of the Company and its customers.

Note G
Contingencies

From time to time the Company is a party to examinations and inquiries by various regulatory and self-
regulatory bodies. In the opinion of management, based on consultation with legal counsel, the outcome
of these matters will not have a material adverse effect on the financial condition or results of operations
of the Company.

Note H
Liabilities Subordinated to the Claims of General Creditors

At December 31, 2005, and during the period then ended, the Company had no liabilities that were
subordinated to the claims of general creditors.
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FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT

PART A
BROKER OR DEALER VALUBOND SECURITIES, INC. = of 12/31/05
COMPUTATION OF NET CAPITAL
1. Total ownership equity from Statement of Financidl Congition. .. .. .. ... .. iiuneeetneeenrnnsncoronascasnen $ 391 ,232 3480
2. Deduct ownersnip equity not sliowsbie 1or Net CaBItBl . .. ... ... uiuireunner it oeerensonnasansesnnnen .'nl )| 3450
3. Totsl ownership eQuity Quahiiet 1Or Net Capithl o . oo vt ittt i iinie s iennruranasosnocnssossnnonsenansnsans 291 232 | 3500
4. Add:
A. Lisbilities subordinated 10 claims of general creditors allowable in COMPUIALION Of NETCEDItl. o .. oo verenennnnn. -0- (3520 |
B. Other (deductions) or allowable credits (List). ... .. .. i i ittt et tiereenanennnsarvonenannnn 3525
5. Total capital and allowabie SUDOIOINBTEO HaBIlITIES. . . . oottt ieieurnrennesoeasveeainesoacssonnnsonnsons s 391,232| 3530
6. Deductions and/or charges: y
A. Tots! nonaliowabie assets from Statement of Financial Condition(Notes B and C) 8 69,395 [3%a0
B. Secured 0Emand NOTE BNCIENCY . . ... ..eieieeenenrnenaneesreononanns 3590
C. Commodity futures contracts snd spot commodities-
DroDIIRIarY CODIIB! ChAIGRS, . . ... it eiiieiiiennenoronssannosannennnns 3600
D. Other CeouUCtions BNT/OT ChBIGRE . . ...\ vve ittt nanneenennnnoresennanss 310y | 69,395 [ 3620
7. Other aoditions ang/or atlowsble credits (Listh. . . ... .. ... i iiiiiiiinarnnanenns e etsaa et aaaeen <Na 3630
8. Net canital belore haircuts OR BRCUTIIEE DOBITIONE . ..\ ue st n st e tee s s annne e e e s e s mnnnaaaaaeean ys 321.837! 3840
9. Harcuts on 1ecurities (computed, where applicable,
pursuant to 15¢3-1 (f)):
A. Contractua) securities COMMITMENTS . . .. ... v cvvuesanernrosasnsannen s 3660
B. Suborginated securities DOTFOWIRGS . . . ..ottt e 3670
C. Trading and investment securities:
1. Exempredsecuritios. . . ... ... ... ...t e e |'l 3735
b o T T Y YT T T -3733
B DB tONS o ot e e e e aro
A OTNer SBCUTILIEE . ...\ ettie s einneeneeensnnresnasearsonennans 5,968 | 3734
D. Undue CORCERITBUION . . . ... . i ittt ettnnnnireennarsonssns 3650
E. OB LISt . oottt ie et et et e i 3736 | 5,968 3540
10, T CADIMA o oottt ettt ettt e e e e e e e e e e eaeaaas e eereeraeeanenn $ 315,869 {3750
OMIT PENNIES
yr See auditors’ report
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART [IA

BROKER OR DEALER VALUBOND SECURITIES, INC. ssof ___12/31/05

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Part A
1. Minimum net capitsl required (6:2/3% of line 18) ... . ... .. ........... b e s s s s $ 18,1 33 l 3756
12. Minimum dollar net capital requirement of reporting broker or desler and minimum net capital requiremem ‘
of subsidiaries computed 1 accordance with Note (A) .. .. ... .. ittt inrnneararenaansansessnns hee s $ 100.000 3758
13, Netcaoital requirement (grester 0f hne 1107 12) .. ..t tuiu ettt veee e iae i et $ 100,000 3760
148, Excess ner capita) Uin® 10 1855 13) L.ttt ittt ettt e e e 3 215 869 3770
15. Excess net capital ot 1000% (iine 10 tess TO% 0f fine 1) . .. .. oottt et et i, ys 288,669 |[3reo
COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total Al liabitities from Staterment of Finaneidl CORGItION. . .. ... ... ... ittt ittt itnnaneeannnss s 271,995 ! 3790
17. Ada:

A. Drafts for immediBre Creait. . . . ... .. ... .ttt e ,'.S l 3800 l

B. Market vaiue of securiiies borrowed lor which no equivaient

VAIUE 15 D310 OF CIEOIMEO . . .. ..\ttt et e $ 3810

C. Other unrecorded amounts LLast) . . .. ..ttt eie e neannns S 3820 S -0- 3830
18, TOta! 500TR0B1E SMOEDIBONESS . . . . ... e e e e $ 274 9 3840
20. Percentage of aggregate indebtedness to netcapstal Line 18<by tine 10}, . .. ... ... .. . i i i % 0.8 3850
21. Percentage of debt to debt-equity 10tsl computed in accordance with Rule 15¢3-1 {d) « .o it ie e ciiiein e annnas % 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B

Z22. 2% of combined aggregate oedrit iterns a5 shown in Formula for Reserve Requirements pursuant 10 Rule

15¢3-3 prepared as of the date of the net capiial computstion snciuding both brokers or deslers

anG consohidated tubsidianies debits . . ... .. ... ... ienan e e ittt e e, s 3870
23. Minimum dollar net capital requirement of reporting broker or dealer and minimum net Capita!

requirement of subsicharies computed in accordance with Note (A) . .. . ... ... . i iiiiiiiiinnea, s 3880
28. Netcapitai requirerment {greater Of ne 2201 23) ... . ittt ittt e et et et $ 3760
25. Excessnercaonal (hne 10188 241 ... ... ... e ie it e, $ 3910
26. Netcapiat in excess of:
5% of combined sggregate debrt ems 0r $120000 . ... ... L e i et e $ [m

OMIT PENNIES

NOTES:

{A] The minimum net capital requirement shouid be computed by sdding the minimum doillar net capits! requirement
of the reporting broker dealer and, for esch subsidiary to be consolidated, the greater of:

1. Minimum doiiar net capital requirement. or
2. €-2/3% ol sggregate indebredness or 2% of sggregate debits it slternative method is used.

{B) Do not deduct the value of securities borrowsd under subordination sgreements or secured demand note
covered by subordinstion sgreements not in satisfactory form snd the market! values of memberships in
exchanges contrnibuted for use of company (contrs 10 itern 17401 ana partners’ securities which were
included 1n non-aliowable Fsets.

{C) For reporrs filed pursuant 10 paragraph {9) of Rule 1725, respondent should provioe 2 list b! materis)
non-sliowabie assets.

383 See audi’gﬁrs' report
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER VALUBOND SECURITIES, INC.
For the period (MMDDYY) trom 1/01/Q5 to 12/31/05

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

L. Balance, Deginning Of PeriO0. .. oottt ettt ittt it e e e e e e e e e H 267,798 [a2e0

R L T A A PR G 23.434 | 4250

B. Additions {includes nonconformingeapital of . . .. e e ,! 3 4262 4y 100.000 4260

€. Deductions {inciudes non<ontorming cadital ©f . . . ... ... ......ouuuoon. .. $ 4272 4270
2. Balance, end of pariod (From item 18001 ... ..c.iiiiiiirtiiiereetnrroreourosecanaornonnnasnsacersanas $ 391,232 I 4290'

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. Balance. DeGINAING Of PERIOT . ..ottt ittt ch i i e et et e s ys 4300

L Y7 T ‘ a0

L= T 0 1T L S 4320

0
4. Balance, end of Period (FrOm item 3820). L. .. ... .. ittt ittt e et e e et S [4330 ]
OMIT PENNIES
yn See auditors’ report
“12-
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VALUBOND SECURITIES, INC.

(A Wholly Owned Subsidiary of ValuBond Inc.)
RECONCILIATION OF COMPUTATION OF NET CAPITAL
(RULE 15¢3-1 PURSUANT TO RULE 17a-5(d)(4))
DECEMBER 31, 2005

Percentage
of Aggregate
Indebtedness
to Net
Net Capital Indebtedness Capital
Company's computation
(per amended FOCUS report) $ 315,869 3 271,995 86
Additional expense accruals,
revenue, expense and
other adjustments Q 0
$ 315,869 $ 271,995 86

See auditors' report
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

BROKER OR DEALER  VALUBOND SECURITIES, INC. as of 12/31/05

Exemptive Provision Under Rule 15¢3.3

25. 1 an exernption from Rule 15¢3-3 is claimed, identity below the section upon
which such exemplion is based (Check one only)

A. (k) (1)—82,500 capital cBtagOry 83 POr RUIB 15031 .. ... . .ueriuirveerrncressacsccronnssacasssnsssasans l 4550]
8. (k) (2{A)—~"Special Account for the Exclusive Benetit of

CUSIOMEIE” MBINIAINEG ... ... ..o ittt iitiiaiieraraaiounasasssnocssoseasnnanasnannne veses I 4580 ]

C. (k) {2)(B)~All customer transactions cleared through another

broker-dealer on 8 fully disciosed basis. Name p! clesring
irm 1 First Clearing Corporation 4335 X 4570
D. (k) (3)~—Exempiec Dy order of the COMMISEION ..... ...c.ovirueerineinsann Gedseassacinsecenans csveconsas 4580

Ownership Equity and Subordinated Liablilities maturing or proposed lo be
withdrawn within the next six months and accruais, (as defined below),
which have not besn deducied in the computation of Nel Capital.

Type of Proposed

withdrawat or Amount to be With. (MMDDYY) Expect
Acctual Ingider or drawn (cash amount Withdrawal or 10

See dbetow tor Outsider? snd/or Net Capitsl Maturity Renew

code 1o enter Name of Lender or Contributor {In or Qut) Value of Secunties) Date {yes or no)
y | 4600 | [ 4801} 4802 4803 I 4804 | I uosl
Y [4s10]] [es11] [(as12] [4s13] [a81a] [an18]
M [Tas20] [Tas21] [as22] [as23] f 4824 | [as2s]
M [4630] [esa1] 4812 [[«e33] [as34] [as3s]
y | 4840 I l 4&41] [4342} Iunl ]«u | I 4045]
h4 [ 4650 ] | 4651 I I uszl I «s:] | usal | uss[
y | 4660 ] | 4551] l uaz] ] us:] [Tasea I [ aus[
y [as70 ] [as71] [aer2] [4e73] [as74] [as7s |
? ["aes0 | [ae81] [ass2 | 4883 [assa ] [asas |
J [assc0 | [“as91] [aes2] [as93] 4894 I«ssl

TOTAL 8 4899
OMIT PENNIES

instructions: Detail listing must include the tota! of items maturing during the six month periog following the
report Oate, regardiess of whether or nOt 1he CaDital CONLFIDULION i3 expecied 10 De renewsd, The
schedule must &S0 inClude proposed capiial withdrawsis scheduied within the six month
period foliowing the report aate inciugding the proposed recemption of stock and payments of
ligbilities securec by fixed assets (which are considered silowabie ssseis in the capital computation
pursuan! 1o Ruie 15¢3-1(C)(2){iv}}, which Could be required by the (ender on demand or in less
than gix months.

WITHDRAWAL CODE: DESCRIPTION

1 Equity Capital

2. Subordinated Liabilities
3. Accruals

4 15¢3-1(c)(2)iv) Liabilities

/78

See auditors’ report
-14-
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B8 AW

Certificd Public Accountants and Business Advisors

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

To the Board of Directors and Stockholder
of ValuBond Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
VALUBOND SECURITIES, INC. (the Company) for the year ended December 31, 2005, we considered
its internal control, including control activities for safequarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made
a study of the practices and procedures followed by the Company, including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g), in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not carry
securities accounts for customers or perform custodial functions relating to customer securities, we did
not review the practices and procedures followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments made by management are required to assess the expected benefits and
related costs of controls and of the practices and procedures referred to in the preceding paragraph and
to assess whether those practices and procedures can be expected to achieve the SEC's above-
mentioned objectives. Two of the objectives of internal control and the practices and procedures are to
provide management with reasonable, but not absolute, assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management's authorization and recorded properly to
permit the preparation of financial statements in conformity with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal controf that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including control activities for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomptlish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures
were adequate at December 31, 2005, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the NASD and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange

Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be and should
not be used by anyone other than these specified parties.
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